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Project 651

THE EUROPEAN SATELLITE POWER COMPLEX
(Contribution to NIE-33)

PART 11 :
THE BUOROMIC SIGNIFICANCE OF THE SATELLITE COUNIRIES
T0 THE USSR

The econony of the Burcpean Setellite power complex,* despite meny
deficiencies, represents a wmajor addition to Soviet stremgth. Sovied
domination over this area is now sufficiently complets to enabls the
USSR beth to utilize ite resources and o dirsct ite future seonomic

development.

In exploiting the individual Satellite countries and in plemniog a
loager-tern development of the whole area, the USSR 48 attempting %o
ashieve the following resultss

1. Increased Sovied damination and control over the entirs srea.

2, Incrsased benefits to the Soviet esonomy, with perticular
emphasis on thoss activities contribtuting directly to militery nirengthe
in~being as well as to war potential, '

3. Increased capabilities of the Satellites to comiribute to the
USSH 4n wertime.

4. Increased capabilities of the Satellites to conduet loceligad
var within or apart from larger war planes (for exsmple, locel military
action againgt bordering states),

In tightening its hold over the Satellites, the USSR has been insreasingly
successful. Following the conclusion of hostilitiss in Burope, the USSR
actively pursued s policy of erude and essentially umplenned exploitation,

% The European Satellites considered in this paper include East Germany
(German Democretic Republic), Peland, Cmechoslovakis, Sumania, Hongery,
Bulgaria, and Albenia. The Sovlet Zoune of fustria is ineluded only ia
special instances, :
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including outright requieition of materials and equipment and impesition
of bilateral trads pacts on torme overvhelmingly advantagecus to tho USSR,

- These msctions were Followed aud, in part, wore paralleled by Soviet measures
to guln control over Satellite econamien through the management of jolnmt
Soviet-Sateliite companies in key indusiries, infiltration of Soviet "advisors®
into key plants and govermment ministries, apd genersl direction over the
entire econmomy through Soviet~controlled political leeders. More resently
the Kremlin hee timwned from its policy of exploitation for immediste gains
and has adopted a more long-term and sophisticated policy of exploitation
through plamed and integrated econcmie development: This policy=-implo-
mented by efforts toward standardization through Satellite paets of econcmic
collaboration, through trilateral trade deals, and, most important, through

- the coordinating and plaming activitiss of the Soviet-Satellito Council of
Mutual Econanic Assistance—wuill greatly incrense the flow of materials to .
the USSR and w11l guarantes comtimued development of the Satellite scomomieos
along lines most bemeficial to the USSR, '

Meanvhile, Soviet damimation is sufficiently camplete 4o inswre combimned
Satellite ecomomie support for other Soviet objectives. This support takes
the form of (1) military manpover; (2) equipment and materials for use in
the USSR; (3) techuical and scientific persomnel; (4) production of militsey
iteme for both Satellite and Soviet armies; (5) stockpiles of impertent
camodities; (6) port and rail Tacilities, warchouges, and airflelds; and
(7) economic weapons for use in esonomie varfare against the West.

With about 28 porcent of the population and about 4 paveent of the area
of the Soviet Blee, excluding Communist Chine ard Communist Korsa, the _
European Sstellites produes about 67 percent of the uranium, 34 percent of the
electron tubes, 45 percent of the eloctron lamps, 42 percent of the synthetic
ammonia (Jmportent in explosives), 76 percent of the cartdde, 50 percent of
the chlerine, 43 persent of the locamotives, 21 psroent of the steel, over
50 percent of the coal (a1l types), almost 20 percent of the petrolem products,
30 percent of the graln, dlmost 40 percent of the meat, aud a large percentege
of meny other strategic items (sce teble in Appendix). With such prodvctive
capaeity, the Satellites are able %o offget, at leash parilally, Scviet
shortages in such important limes as vranium, elsstronde equipment, and other
products of emgincering industries, petroleum produsts, copper, lead, zine,
carben black, and chemicals for aexplosivas, ‘

The scientific and technical persormel in Esst Cezrzmuny and Czechoslovakie,
and %o a lesser oxtent in Poland and Hungavy, constituts . o major contelbye
~ tien to Soviet capabilities. Although relatively Ffew of these reraormel have
been moved to the USSR, the products of their skill are of major valus to the
Soviet eeccnamy, _

!ﬁlgﬁi
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The USSR is dirscting the econemioc development of the Satellites to
insure thelir even greater contributions and to prepare them for wer. Such
direotion is evidenced by the high persentage of Satellite national inccus
and budgetary allecations taken up by investment avd defense expenditures.
.Theas expenditures are used to support the expangion of industrial cspacity,
of the armed forces, and of ‘the production of military items. Xocluded in
these expenditures are the accumulation of stookpiles (partiovlarily petroleum

 and foodstuffs) and the comstruction of airfields, railreads, transshipment
polnts, port facilities, varchouses, and possibly asome underground facilities.
A1l of these efforts are undertaken, at least in part, to improve the
strategic position of the USSR, Some of these astivities point to prepare~
tion for a general war; others, to preparation for local ware not involving
the use of Soviet armed forces. . S

The policy of the USSR in exploiting the Satellites, while vigorcusly
preasing -for their long-tern development, has put the USSR to some cost.
Serious raw material deficienciss, which can be met only by imperts from
the USSE and the West, have developed in the Satellits arsa. To neet
the very high plammed rates of investment, Satellite ecivilian comsumption
has been cut back, thus retarding the recovsry of living standards to pre-
World Yar II levels, which even then wers considersbly below Westerm levela,
The cutback in civilian oomsumption hes im twm been accampanied by infla-
tion, which has impaired the efficiency of the Satellite economies and
created pepular discontent. Forced collectivization has further reducsd
supplies of civilian goods znd has, in addition, stimmlated discontsut in ‘
rural areas. Nevertheless, the things that the USSR supplies to the Satellitege
such 28 ivon ore, certain ferroelloys, ssli for the chemical industry, and
cotton——are not. critically short inm the USSR, Moreover, imports frem non-
- Bloe sources are largely pald for by Satellite exports to the West., Hence
the Satellites are clearly making a net contribution to the Bloe's military
potential and will make larger contributions in the future.

In the current Eagl-West campalgns of modified economic warfare there
are certain Satellite assets which are useful to the Soviets. The dependence
of the West on Satellite exports, particularly focdstuffs and Pelish coal,
inhibits the West in expanding its program of export controls. Satellite
trade channels and contacte provide the USSR with means for circumvemting
the Western controls that are applied. However, in any cconomic warfare
these Satellite essets are mors than offset by Satellite dependencs on
the West for materials, equipment, and replacement parts. Already the
imability to procure imports from the West has retarded Satellite industrial
development. '

Thie current Satellite dependence on imperts from the West constitutes
a serious wulnerability. Inflation, low living levels, and oppesition to
o F o
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collectivization are other wealmesses that the West possibly ecould esploit
to advantage. Alaso, as the USSR and Satellite econanies become increasingly
interreiated and interdependent, the effect on the Soviet ecomumic potential
of a losa of the Satellites would be more damaging. Neverthsless, the
Satellite power complex will eontimue to represent e major net addition

to Soviet steength.

The following discussion of the Satsllite power complex examines
gl) the devices used by the USSR to control the Europesn Satellite economy,
2) Soviet gains from the Satellites, (3) deficienciss and weaknessez in
Satellite contributions, (4) Soviet net gains, and (5) Setellite sconomic
vulnerabilitises.
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Soviet formuletion and direction of plamning in the European
Satellites constitute the most important means by whish the USSR assures
a growing Insrement to its war potential from thess countries. An
increasingly important mechanien through which Soviet contxrol of plen
formilation and execution 18 exercised is the Counoil of Economie Mutesl
Assistance (CEMA), the Soviet imstrument for directing the econcamis integrae
tion of the Sgtellites. The Council smsrcises broad powsrs over the economiss
of the Satellits countriea, deciding what proportion of offort eash nember
country shall put into the production of ray materigis, capital goods, and
consumer ltems; the types of goods to be produced; and the degres to which
the econcmies of the geveral Satellite countries shsll be fuasd into oue
interdependent whole. By promoting speoialization of production, insressing
trade between the varions Satellites in items so produced, msking the various
econonles dependent on the USSR for essentisl materdials and markets, and
discouraging trade with the West which is ot beneficisl to the Orbit, both
Sovist economic dominaticn and the Soviet military-sconcmic potential eve
strengthened, Lo :

R :
advantageous to the USSR, Having goined control inm 1947 ef Satellite infus=
tries by placing Soviet "advisors” 4in key positions snd by establishing pevt
ownership of ssctors of the Satellite economies through joint companies, the
USSR altersd its policy of direct exploitation. This alteration in polisoy &n
1948 bas resilied im the adoption of a more 1 p» Sophisticated program

d RYVELOTEREN

Moasires employed through CEMA include the follovings (&) comtrolling
the distribution of resources among the Satellites, (b) integrsting nationsl
production goals and policing performance, (¢) pooling and utilizing foreign
exchange and extending eredit in order %o direct production into lines
for strengthening the Soviet war potential, and (d) soms centralized purchaging
in the West through agencles set up for thet purpess.

tern production achedules and dictates the categoriez and guentities of .

gooda to be preduced by the Satellites. This pattern of eontrol has baen

inereasingl_;y apparent since 1948, when the Soviet Union sharply modified
= 5 w
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itz policy toward the Satelllites frem one of looting and short~term
exploitation to building up the economy of the area ss a whole for long-
term exploitation. These national and reglonal plans, vhich comsistently
emphaslze the development of heavy inmdustry, are comprehenslve in scope
and detailed ia their provisioms for directing all important eecmomic
aetivity. ‘

An inereasing portion of the national incoms of the Satellites is
being allocated to capital investment and militery production. In Czechow
glovakia, over 40 percent of the national investment projected in the Five
Year Flan is to be in industry. The planned rate of industrial devel opaant
is generally high throughout the Satellite area, but Albania, Pulgsria, and
limania have been unsuccessful in meeting Plan goals for industrislizztion.
Eagt Germany, Csechoslovakis, and Polend, on the othor hand, are rapidly
expanding their industrial espscity. Pelish industry, for example, in 1955
is to account for 60 percent of the natiopal Income. Satellite exponditures
for military purposes in 1950 equaled om the average roughly 10 peresant of
rational incane, and thers is evidence that such expsnditures in 1951 amd
1952 will be oven greater. :

As part of lemgoterm planning, an over-all economie plan for esch
Sutellite is made anmally, with details revised each quacrter, Plang fop
each producing unit gnclude: (a) an cstimate of capitsl needsd, listing -
requirements for investment, renovations, rew materiale, depresiation, texss,
and other operating costas ib) a finencial plan, indicating expected fncome
wid outley, ss well as profits to acerue to the State trsasurys and (o) &
distribution and delivery plan, showing the amount of goods te be shipped each
quarter and the mesns of dalivery. Manpower nesds are related to capacity
aod prodvetivity of machines and are bassd on man-henre Toqulres for each item.

_ Coordimation of plans at 81l levels and thedr iwtegration inte
Soviet economic plans are assured by Seviet allecation of materisle to
fuplement production schedules and by the direct participation of Seviet
perscunel in Satellite economic activities.

The CEMA structure is part of a wider pattern of Seviet ecordinetion
of Satellite sconmemiss. It has provided 2he Soviet Union with an effentive
Jastrunent for directing 211 economic activity in Satellits countries
through sctive perticipation by the govermments of those sountries, In
conjunctior with the gystem of bilateral twade agreepents, it fasiliteten
close Soviet surveillance of Orbit producilom end trade. Its combrel of
credit and foreign exchange permit tight Soviet contwrel wver reglonsl allocge
tion of resgourses and provids In effest a lien on future proeduetion of tha
Satellites for the banefit of the war-meking capabilities of the USSR,

w § o
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Soviet domination of Satellite finance and foreign trade enchbles
‘the USSR ¢o realise military-seconomic gaing., In geneynl, loans and eredita
are extendsd by the USSR to the more industrialized Satellites, which, in
turn, advance loans to the industrially backward Satsllites. Thege loans
and credits pronote sconcmic develepment and the exchangs of materisls aleng
the lines desired by the USSR, The Satellite ocountrice import feom the USSR
the capital goods and raw materials nocogsary for industrielization, Wt
the Industries developed are those which oon contrilute most to the sconomie
potential for war eof the USSR, For axample, the USSR supplies 43 perosnt
of Poland's fmports of from ore and 21Y af Ppland's imports of mangenose
ore. The USSR also supplies 60 porcent of Hungaryls imports of iven ord,
75 percent of its salt (he key raw material fer tha chemionl industry},
ard 40 percent of its cotton. A4 large preportion of the cutput of industrioes
processing these materiels is taken by the USSR in return, ‘

The provisions of the 1950 trade pacta indizate thelr importance as
2 device for ilnsreasing the Orbit sontribution to ths Soviet nilitery-veononic
potential. 4imong the provisions weys arrangements for an imcreasing flow to
the USSR of such raw materiels ap mosl and eoke from Polend, petroleum frem
Rumsnia, baweite from Bungary, lead and sime from Bulgaria, and raw chomicals
and uraniwn ores from Bast Germany; %hese agreemsuts also eelled for
accelorated deliverios of industrinl squipment from the more industrislized
Satelliten, ineluding, for emsmple, chemieal plants, pumps and COMProBsors,
ard industrial instruments from Fagt Germany and Czechoslovakizg locemotdves
and other reflroad squipment fram Poland ; and alactrical mashinery from
Humgary, In some cases, the entive axportable output is taken by the USR.
Scviet exports 4o the Satellites ave almed priverily at providing the equip-
nent and rew materiels needed to preduse fabrisated goods for export to the
Seviet Unjon. Theve ia svery prospect that the patteran develeoped in the
1950 trade agreements will contimue through 1952,

3. Sevlet Earflcineldon in Satellite Economic Activity.

Production and delivery to the USSR of specified strategie industrisl
commodities are facilitated through the operation of Joint Soviet-Satellite
compenies vhich are Sevietecontyolled, Sueh conpanies contrsl scme of ths
most impertant ssctors of the Rumaniar and Hungarisn esoncmies, as Wwell es
samé sectors of ithe Polish ecomony., The Joint companies alss control vranium
production in the entire Setellite srea. Inm addition, there are 20 large
combines in East Germany selaly cumed and operated by the USSR,

'm?fw
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Whers irmcreased production and increassd eccnomic separation from
the West ssem to be advantagsous, the USSR encourages the development of
an intra~Satellite industrial nexus and of joint industrial develapment
projects. For the "1ittle Ruhre® that 1s to be developed on the Czechonlovak=
Polish border, Csechoslovakis is to furnish industrial equipment, Poland is
to provide coal, and both are %o contribute menpower. There algo is scme
interchange of electric power om a small scale among the Satellitea.

Soviet industrial techniques and the standardizaiion of production
along Soviet lines are imposed en the Satellites in varying degrees, with
the more highly industrialized Csechoslovakis and East Cermany largely
axcopted. It ia not known to vhat extent Soviet scientific Imowledge is
being made available in the Satellite area, but it is sbundantly clecr that
Satellite scientific Imowledge is being exploited by the Scovists vheraver
it is to their sdvantage. \

The USSR obtains from the Satellite countides gouds, services, and
tschniciens and also utilizes Satellite transpertation facilities, Among
the most important goods supplied by the Satellites are nranium oree awd
concentrates, zinc and lead, chemicals, fabricated stesl producta, petrolevm,
coal, and industriel equipment, inelviing squipment for the slectronics
industry. For example, 50 percent of the total anmual production of the
engineering industries of East Germaoy, Czechoslovakie, and Hungary is
exported to the USSR, A large proporticn of petroleum produsts from the Orbit
4is being stockpiled for potential military use, and e portion of Satellite
agriculturel production is set aside for Soviet utilization. Moreovew, the
USSR obtalns variocus military items, and, with increasing conversion of Orbdt
industries to military production, this flow will be bigger in 1952,

1. Ghenjeals.®

The chemical industries in the Sstellite arce make an dmporteat
and direct contribution to Soviet war-msking capabilitles. East Germany,
whose plants have been restored to prsuvar capacity, makes the largest gonteie
bution. The Polish coke-chemical industry is making exports to the USSR
that constitute a substantial proportiom of the chemicals used diractly in
the Soviet memufacture of cxplosives. The Czechoalovak, Eagt German, 2rd
Palish rubber imdustries, though dependent on raw materisle imperted
principally from the USSR, export tires, belting, and rubber-conted articles
to the USSR, Rumanien shipments of carbon black 1o the USSR are significant
sdditions to Soviet supplies. Other chemicals of vhich Satsllite production
1 significant in relation %o Soviet cutput include synthetic ammonia, (A Y
percent of the USSR'a production; nitric acid, 32 percent; and sulphuric

% Quantitative estimates of shipments of chemicals could net be campiled fox
this paper, nor have chemical produetion in the Soviet Zome of Austria snd
shipments to the Soviet Unlon been included. -

et 8 ws
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aeid, 34 psreant,

Substantial éxports of pyrites go from Albania, Balgaxis, and
Fumenla to the USSR,  As long as the mors industrialized Satellites are
2ble to obtain sulphur and pyrites from the Hest, they will be able %o
contimue to contribute substantially to the Soviet potentlal by maintaine-
ing the flow %o the USSR of emnd-produets dependent on thess materiala,
such ag explosives and fertilizers. '

2.

Although the Satellite avea im 1951 and 1952 will probably prodnse
betwesn 6,5 and 7.5 million metric tons of steel, very 1little will be glidpped
to the USSR in uwnfabricated form. Hewsver, a considerable proportion of
Satellite steel is being utilized by the Czechoslovak and Bast Cermmn
ongineering industries, vhich make lsrpe shipments of thedir produete tc the
USSR, ss discussed under Bngineering Industries (p. 10),

30

The Satellilea® rescurces of nunferrous metals are smell im rslation
to requirements. FProductiocn of lead, antimony, and bauxite, however, almost
equels Soviet production, and Satellits oulput of zino {107,000 metric tons)
sxcoeds that of the USSR (105,000 metrie tons). Dagpite the fast that produce
tion of nemfervous metals iz below Satellite requirements, copper, lssd, and
sine are experted to the USSR, _

The Satellites in 1950 supplied sppreximately 67 parccnt of the wreniwm
ore and concentrates produced ia the Soviet Bloc, with East Germany ascounting
go? 45 pereentsy Czechoslovakia, 15 percentsy Bulgaris, 4 psroent; and Poland,

percent.

5.

. Over 50 percent of the petroleum products prodused in the Satellites
is at the diasposal of the Soviets for stockpiling, emport, aud the supply of
Soviet forces in the area. About 4.1 million metric tons of petrelemm
products refined from the crude wers made avallabile to the USSR im 1950
by the Satellites (as compared with Soviet production of 34 million metrie tons
of petroleum products), and a larger amount will be available in 1952,

Certein spscial patreoleun products, however, were shipped frem the USSR te
variocus Satellitea in 1950,

- e
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The USSR 1a a net inporter of cool, Poland iz the only ooumixy in
tha Blee (the USSR and the Satellite countries combined) with a large sure
plug, In 1950, Polish exports to all couniyies smounted to almost cue-
third of the eountry®s output of bituminous ecal and spproximately foum
Lifthe of 1%a lignite, amounting to 25 and 4 md1licn matric toms, TOEPGC
tlvely. Poldsh coal shipnents to the USSR, East Gormany, snd Cseshonlovalrie
sre significent additione to dapestie production in those covmtries, Tha

Soviet production of about 25 million motrie toms)e Satellite production of
coal in 1950, including brown eoal. and 1igmite, was 289 willicn metric toos.
The Satellites alas produeed 5.5 million metzde tons of matallurgleal ooite
in 19500

2 ; Czechonlevekia, and, to a lessar degres, Mungary and
Poland ape the only Satellite comtries that bave engireering indusiyies

with significent capacitiocs, Thece couatries axport %o the USSR sppraxinately
50 peveent of thedr total snausl production, or an amoned equal to abosut 25
povaont of ammual Soviet production. Specific items in thess shipmemits,
particuisrly electrenic squipment, eloctris moters, diesel engines, induetriel
Tnptrunents, aand machime tools, make = much mors impertent eeatributien o
Soviat industrial-military expansion than ie indicated by the percentage
fipures. Similarly, ezports of industzigl equirment iv short spply, principally
froo Eest Cermsny snd Czachoslovakia, to other Satellites incroessge eapacity
of the Orbit cwmtries for contribating 2o the war potential of the USSR,
¥oreover, Satellite exports to the USSR of militery items are ineressing in
volune a8 conversion 4o military production advanees.

8, Irarsportaticn.

The transportation systems of the Satellites make important indirect
seatrilationa to the USSR as carriors of rav materiais and industrial preducts.
Tn military terms, the strategle location of Satellite transportation facili-
tiea in the buffer belt hetwmen the USSR and the West makes them of gireat
potendtlal importance to the Soviet Union in case of war, An inereasing nombor
of reilumy translonding peints beve bson oreated in recent years. Ths YR TG
way and highwsy systens are of less Imporianes for the moverment of tealfis
and for military operatioms. Ady transport systems throughout the aren,
particularly the afrfield networks, contwibute 1itdle to the aconomie potential,
bolng chiefly of miratepic nilitary sionifieance, :

w 1} e
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“The avellability of technical and scientifie parsommel, particularly
from East Germany, has helped to specd production throughout the Mles. The
manpower supply for heavy industry has increased since the war and must
continue to rise at a rapid pase to moet econamie goals in 195) and 1952, The
total Setellite nomegricultural forde in 1950 was 18,02 mi1lion a8 caupared
wvith 45,24 milldon in the USSR, The latter figure includes approximately.

10 niilion slave laborers. Rieing levels of military mobdlization in the
Satellites inwreasingly 1imit the avellability of industrial manpowsr. Last
Geruany, Csechoslevakia, Fungary, and, to a lesser degrog, Poland are
approaching the point of maxfmum labox avallability and utilizatiom.

Shortages are scon likely to occur that will rotard long-rangs industzial
devolopment. Resort ¢o more cosreive measures to inevease the induastrial
lebor force and preductivity probably would not prove effective. Agricuitural
sollestivization may releasge some additlonmsl wanpower for indusiry and military
gervice, tut collectivization is moving slovly beczuse of strong peagant
resistence. There is, therefore, 1littls margin for further expansior of the
industriel menpousr pool.

10.

Avallable esoncmie svidense indicatos that strateglc steckpiling in
the Satsllite area is limited primarily to the mceummlation of petrolsum and
foodetuffs, In Csechoslovakia, Fast Germany, and Polsnd, small stockpiles
of the following comodities also are indiesteds crude ebrasive graius,
antifriction bearings, industrial comtrol instruments, special-purposs machime
tools for munitions production, industrisl dismonds, and dismond sutting toolae
These sccumulations may be industrial regerves or working inventorles raiher
than steckpiles for emergency. Stookpiling of ferrous avd nonferrous metals,
tin, rubber, weol, and cotton iz not evident ond may not exiast, since thewse
commadition are in shord Bupplye

Thers is no evidenes that Satelldte stockpiling is baing integrated
into the USSR's stockpiling progran. Despite the negative indieations of
evailable evidence, it is 1ikely thai in 1950 the Satellite countries, follow~
ing the practice of the USSR, devoted some 6 percent of thaiy mross naticrs

produet to the buil iies.
25x5 R

In considering sgriculture in the Satellites arnd its contribuiion
%o the militery-ecencwic potential of the Scviet Bloe, it is necessaxy to
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diztinguish batuwesn two groups of cmmtriem This distinetion ia nwamary
bocause levels of preduction for dumestic requirements in relatien Yo stook-
piles are significantly different in sach group and because the agrietdtural
aconcmios of the tuo groupe are not integrated in the sense that suxrpluees
and defielits mutually offset esch other.

In the firet group of countries, which comprises Csechoslovalinm,
Hungary, Bulgeria, Rumsnia, and Albanie; there is 1ittle avidencs of feod
stockpiling execept in Albanis, vwhers & small stotkpile of grala has besn
accumilated. Grain preoduction in thesze comtrises in 1950 was below require-
menta becaunse of drought conditions, and a deficit of 0.9 million msirie
tong 15 indicated for 1 August 1951, If weather conditioms ere ncoamal in
1951-52, grain production in thess countries is expsoted %o bs sufficient
to cover requirements spd leave a murplus of 0.6 million matyie tons.,

In comtrast, stockpliliing of grain in the second group of sounliries—
Bast Germany snd Poland-~is exiensive. If estimates and plans prove reallstle,
surplus grein totals inm these two countries should be mers than 4 million metris
ioas in 1952, & grain stockpile of 1 million tons inm East Germany, wvhich is
selfegufficiont in grain production, was reported in 1950, end shipmsnts into
this ares fren the USSR of 0.75 miilion metric ions in 1951 and of 0.80
million tons in 1952 are estinated. Polend produced a grain surpins of 0.7
2i1lion metric tons in 1950-51, and a surplus of 1 ndl1ion toms is sxpoated
fraz the 195152 harvsats,

Surpiune stocks of meat also are eonsiderably more extensive la Poland
and Eosd Germany than in the other Satellites. In 1950 a stockpile of 45,000
matrie tons of canned meal was Buill uwp in Eept Cexmnny By the USSR, Mast
production in Poland 1n 1950 indicated a suxplus of 100,000 metrie tons as of
1 August 1951, and the cutlook for 1951-52 is for an sdditiomel surplus eof
130,000 toms, If exlsting stocks are maintained and supplemented with antiei~
pated production surpluses, supplies im East Gormany avd Poland may espced
300,000 metric tong by 1 August 1952. In the first growp of comntries,
on the othor hand, meat production provided a surplus for elorsge of orly
28,000 metrie tons, and this was atiribuiabile o increased slaughtering =g
a resuit of the drought. Total meat preduction in the Satellites im 1950
mmountad to 2:2 milllon metric tons as compared with 3.4 mililon metric tons
in the USSR,

Both groups of countries produce considerable surplusses of sugar,
wvhich are exported to the USSR, BEast Germany emd Peland are expested to
ghip the bulk of a combined surplus of 963,000 metzrie tons {raw basis) to
the USSR in 1951 and 1952. The other group of countries is axpected o
make a contribution to Blec sugar suppliies of 514,000 meirle tens. Sateliille
sugar production im 1950 wee 2,7 nillion metric tons as sompared with 2.1
mI1lion melrie tong in the USSR,
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The econemic value of the Satellite avea to the Suviet waxr potentinl
incroases anneslly as goals for industrial development are attained end
as the eres is integrated within itself and into the USSR SUUREY. JIn
general, the Satellite area lacks industrial raw materials for the develep-
ment of & modern indnsirial sconomy. It is unlikely that indnstrial prodose
tion could be significantly incressed in the fubuwre by uelng indigencos
regources only. The Jatellite area hoe extremely limited supplies of bighe
grade iron ore, woppew, load, and zinc, The arsa has 1ittle or no niekel,
chromiun, molybdemm, vanadim, or tungaten, and almost all cotton, wool,
rubber, and tin must be imperted. Morasover, only ths coal from the Usechos
slavak end Poliszh basins can be made into ooke, Other domssile coal is of low
quality. The coal and coke shortage could be alleviated %o some extent by
utilizing water power, tul this would involve costly long-term projects,
which heve not so far been undsrtaeken on a large seols.

Bacause of the limited expurtable surpluses of agrievitural commodiiles,
the chief sourcse of fereign exchange, the Satellite countzrdes heve not been
able to procure all of the equipment essential to axtensive Industeinlization,
Finaneial loans by the USSR om both shord and long terme have not £9711ed the
need, sines the USSR, in view of its ewn requirements, has sllowed the losns
to be uzed for cnly limited puwchases of capital equipment. Moreovey; the
USSR has not been able fully to utilize its substantisl gold veserves for
purchases eutside the Bloe, either for its interests or the Satellites,
bacause of Western export controels,

Shortages of atrategic raw materials in the Satellites result in strich
Soviet control and allovation of these commodities anong the Orbkdt countries,
such materials belng diverted firom surplus $o deficit aress by Soviet cxders.
Tor example, surplus pyrites and sulphur from Rumsnis, Albania, snd Bolgaris
are directed te Czechozlovakiam and Poland, and exportable surpluses of metalw
Iurgical coks in Uzechoslevakie and Peland are allocated principally %o
Bulgards, Esst Germmny, and Fumgary.

- The 1limited industrial develepment and the ghortages of equipment and
materials in the Orbit countrien, with consequent restrietions on the produge
tion of consumer goods, account for living lsvels that traditionally have been
far below surrent levels in Western Europe snd are even memewhat below Drg-
war levels in Bszbern Hurops, Furthermors, the postwer redistribubtion of real
incoms In these countriss, which has benafited scme groupe of indusivrisl amd
agrieuitural workeres primarily at the sxpsnss of the niddle end profeseional
classes, 18 & source of deep discontent, and it has reduced the incentive far
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improving the standard of living, Feod shortages, eggravaied by the dronght,
developad in 1950, and foed ratio 7 was reinstituted in some countries. DBud
the Satellite commtries have se far been as suocessful as the USSR in estimabe
ing the minirvum smounts of goode and sewvicss that must be made available

to civilisns to maintain them without undus impairment of their preductivity.

Inflationary problems are sdditional indications of diffiecultios arising
from shortages and the emphasls on heavy induatey. Strict wage and price
controle, forcad savings in the form of state loans, the absorption of azvess
funds through "free stores® (vhere goods are 8old vithout ration tlckets),
and turnover taxes (a form of ssles tax) are used to balance aveilable supplies
of consumer goods against the distursement of monstery incomes. Horeover,
drastie mathods for restricting money and eredit are readily resoried to, as
in the case of East Germany in 1948 and Peland in 1950, Weverthelessa, inflae
tien coustitutes one of the more Important wesknesses of the Orbit economies.

D,

Sovist momm-mﬂitary strength draus inoressing net geins from the
Satellite coumtries. Although a statisticsl evelusticn of thess gains
cavnot be made, they can be charaeterized and l4isted as follewss

1. The USSR aequires im trsde with the Satellites imdustrial equirment
and rav materials the net gains frem whieh, though not edequately measurable
in nonetary terms, have high sivategic value. . '

. 2¢ The Satellites expend econcmic effert to equip and maintain thelr sm
rmed forsss and to support their eivilian Industrial sconomies in the interest
of the USSR, ’

3. Industrial eapacity is growing ammally through the allocation of a
large portion of the pational ineomes of the Satellites to eapital invest~
ment, which, in turn, will increase foturs contributions to the USSR,

4o Satellite resources are used to obtain foreign exchange for the
purchase of materiale ard equipment in short #upply in the Bisoc,

5. Exporits of infustrial equipment from the more iwdustrialized Satellites
to the less industrialized, particularly from East Germany and Cuzschoslovakis
to other Satellites, grea increase Satellite capucity to eontribute to the
war potentlal of the USSR,

6. An indivect gain scerues to the USSR by virtue of the fact that it

obtains materials and equipment from the Satellites at world prices, whish
are lewer than Satellite costs of produstion.

w 1 -
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. 7. Satellite shipmemts of militaxry equipment to the USSR are increage
ing in volume as conversion to nilltary production advancesg.

8. Sovlet use of Satellite skilled persomel fostors USSR il torye
economic objeetives, .

9. Soviet utilizaticn of Satellite port facilities, airlines, reil
retworks, amd atookpiles have esonomle, as well as strategic, significance.
Moreover, the USSR 1s directing the development of these facilities %o maximize
their value in wartime, .

The Satellite countrdes are ecuncmically vulnerable mainly beoemse thsy
are attempting %o industrialize at an accalerated rate despite serdeus ,
deficiencies of ray materials, eapital equipment, and technical and managerial
akﬁlag With the exception of East Germany and Czechoslovakia, the Satellites
either have agriculiural econemies or are in the eurly stages of industrial
development. The attempt to industriniize rapidly throughout the ares by

in view of existing Soviet ghortages. The problems of attaining plarmed
lavela of produetion slso might be cornsiderably eggraveted by lestern measures
designed to promote inflation, with its disruptive effseta, Embargoss on

the follewing commodities would probably bave significant resultss ivon ore,
ferroalloys, tin, ecopper, industrial dlanonds, sulphur and pyxites, graphite,
mica, asbestos, natural rubber, textile fibers, bearings, abwasives, and spare
parts. Additional ftems on whieh embavpoes might not Jewer existing oroduction
levels but would retard industrial develepment and reduce sapebilitien for
expanding cutput are petroleum exploration and drilling squipment; equipment
for produsing antifrietion baarings; complex, sutomstic machine tocelsy and
precision ingtruments,

derives essentially from the inadequaey of equipment for explolting, processing,
and transporting availsble resources, When the abundent resources of the USSR
are congidered together with thoss of the Satellite ared, mo basic deficiency
in natural resources exists for the Bloo ad a vhole at preaent levels of
producticn exsspt in natural rubber, scme rare metals, sertein nonfer-ous metals,
ard netural abrasives. Thove isy, of ccurse, n broader and rore perions

o 3 E o
SECRET

Approved For Release 2000/05/31 : CIA-RDP84-00022R000200050019-8



A

& App!;'oved For ReleaseN#000/05/31 : CIA-RDP84-00022RQ00200050019-8
SECREY

valnerability in the Satellite area alone bocause of its deficiemsius in

raw materials end beeeuss it doee not have firet priority on rescurcss availe
ahle in the USSR, Furthermore, at the current levels of develcpment of the
Seviet and Satslliites economies, ihese Satellite rescuress ere ths same kind
as the Soviet, rather than camplementary. Soviet Bloc ascmmodity surpluces
and deficits, therefors, tend to cumulate rather than offsel each other.
Despite the vigorous efforts of the USSR to promote Satellite industrial
development and the allocation ef some of its oun supplies to this exd,

the extent to vhich the Soviot Union could and would offuet the effests

of Western embargoes on the Satellites would be limited,

: The principal consequencs of a dizruption of Soviet Blee sxports would
be the curtailing of the mesans to purchase abwread, Such interfersnce weuld
bo particularly dameging to Poland, which is obfaining same of the industrigl
squipment it noesds through its substantial eoal exports to Weatern Burops,

prompily be reallecated vithin the Eloc, although to less advantage than is
gained through trade with the West, Finanoial ssnctiops would have 2 very
1imited eff'ect en the Hloo, becsuse Satellite assets in the Hast, other than
bank balances, are not large. Mnencisl centrols would, however, be ussful
te supplement embargoes.

General wulmerabilitics ecmmon to the scouomies of the Bloe include wobe
stantiel institutional weskmeeses and rigldity of operations. The lack of
othnie homogensity and the existonce of national antipathios make economis
integration difficult, Imposition of Soviet plamning and contrel metheds
reduces flexibility and the ability to adjust both to the vicigslitudea of
normal sconumic activity and 1o Wastern economic werfare messurss. Thers are
the further dissdventages of stifled initistive and ingemity sssceiated with
Soviet-type regimentation of the SCORMIY o

Vulnerability of the Bloe as a vhole, on the other hand, %3 1inited in
time and extent. Sines currently undeveloped netural resources in ths USSR
&re adequate for a substantisl enlargament of the Sowiad productive uashine, .
the effectivencss of Western sconemic varfere deperds o & considershle oxtont
or the rate at vwhieh the Bloe can develop as an inbegrated esonomie mit,

The ability to adjust %o changing circumstances such ss o Weatern exbargo would
b a part of this development., Furthermore, esntralized direetion and control
and the ability %o earry out industrial development with ecmparative disregard
for eivilian consumpticn levels are advantages that, st lesst for the shoprt
™um, mey compengate for the weaknesses and rigidities characterisiic of the
systen,
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